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2019/20 HALF YEARLY TREASURY MANAGEMENT UPDATE 
 
 
 
External Context ( Prepared by Arlingclose) 

 

Economic background: UK Consumer Price Inflation (CPIH) fell to 1.7% year/year in August 2019 

from 2.0% in July, weaker than the consensus forecast of 1.9% and below the Bank of England’s 

target. The most recent labour market data for the three months to July 2019 showed the 

unemployment rate edged back down to 3.8% while the employment rate remained at 76.1%, the 

joint highest since records began in 1971. Nominal annual wage growth measured by the 3-month 

average excluding bonuses was 3.8% and 4.0% including bonuses.  Adjusting for inflation, real 

wages were up 1.9% excluding bonuses and 2.1% including. 

 

The Quarterly National Accounts for Q2 GDP confirmed the UK economy contracted by 0.2% 

following the 0.5% gain in Q1 which was distorted by stockpiling ahead of Brexit. Only the services 

sector registered an increase in growth, a very modest 0.1%, with both production and 

construction falling and the former registering its largest drop since Q4 2012.  Business 

investment fell by 0.4% (revised from -0.5% in the first estimate) as Brexit uncertainties impacted 

on business planning and decision-making. 

 
Politics, both home and abroad, continued to be a big driver of financial markets over the last 

quarter. Boris Johnson won the Conservative Party leadership contest and has committed to 

leaving the EU on 31st October regardless of whether a deal is reached with the EU.  Mr Johnson 

prorogued Parliament which led some MPs to put forward a bill requiring him to seek a Brexit 

extension if no deal is in place by 19th October.  The move was successful and, having been 

approved by the House of Lords, was passed into law. The Supreme Court subsequently ruled Mr 

Johnson’s suspension of Parliament unlawful. 

Tensions continued between the US and China with no trade agreement in sight and both 

countries imposing further tariffs on each other’s goods. The US Federal Reserve cut its target 

Federal Funds rates by 0.25% in September to a range of 1.75% - 2%, a pre-emptive move to 

maintain economic growth amid escalating concerns over the trade war and a weaker economic 

environment leading to more pronounced global slowdown. The euro area Purchasing Manager 

Indices (PMIs) pointed to a deepening slowdown in the Eurozone.  These elevated concerns have 

caused key government yield curves to invert, something seen by many commentators as a 

predictor of a global recession. Market expectations are for further interest rate cuts from the 

Fed and in September the European Central Bank reduced its deposit rate to -0.5% and announced 

the recommencement of quantitative easing from 1st November. 

The Bank of England maintained Bank Rate at 0.75% and in its August Inflation Report noted the 

deterioration in global activity and sentiment and confirmed that monetary policy decisions 

related to Brexit could be in either direction depending on whether or not a deal is ultimately 

reached by 31st October. 

Financial markets: After rallying early in 2019, financial markets have been adopting a more risk-

off approach in the following period as equities saw greater volatility and bonds rallied (prices 

up, yields down) in a flight to quality and anticipation of more monetary stimulus from central 

banks.  The Dow Jones, FTSE 100 and FTSE 250 are broadly back at the same levels seen in 

March/April. 

 

Gilt yields remained volatile over the period on the back of ongoing economic and political 

uncertainty.  From a yield of 0.63% at the end of June, the 5-year benchmark gilt yield fell to 

0.32% by the end of September. 
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There were falls in the 10-year and 20-year gilts over the same period, with the former dropping 

from 0.83% to 0.55% and the latter falling from 1.35% to 0.88%.  1-month, 3-month and 12-month 

LIBID (London Interbank Bid) rates averaged 0.65%, 0.75% and 1.00% respectively over the period. 
 

Recent activity in the bond markets and PWLB interest rates highlight that weaker economic 

growth remains a global risk. The US yield curve remains inverted with 10-year Treasury yields 

lower than US 3-month bills. History has shown that a recession hasn’t been far behind a yield 

curve inversion. Following the sale of 10-year Bunds at -0.24% in June, yields on German 

government securities continue to remain negative in the secondary market with 2 and 5-year 

securities currently both trading around -0.77%. 

 

Credit background: Credit Default Swap (CDS) spreads rose and then fell again during the 

quarter, continuing to remain low in historical terms. After rising to almost 120bps in May, the 

spread on non-ringfenced bank NatWest Markets plc fell back to around 80bps by the end of 

September, while for the ringfenced entity, National Westminster Bank plc, the spread remained 

around 40bps.  The other main UK banks, as yet not separated into ringfenced and non-ringfenced 

from a CDS perspective, traded between 34 and 76bps at the end of the period. 

 

There were minimal credit rating changes during the period. Moody’s upgraded The Co-operative 

Bank’s long-term rating to B3 and Fitch upgraded Clydesdale Bank and Virgin Money to A-. 

 


